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The Bank Charter Act of 1833 contained a variety of provi-
sions relating to credit institutions as well as to the Bank of
England. It made Bank of England notes legal tender (in
England and Wales, not in Scotland or Ireland); it required
the Bank to make weekly returns of its notes, deposits, bullion,
and securities to the Government (though only the averages
for periods of three months were to be published); and it
exempted bills of exchange and promissory notes not having
more than three months to run from the usury laws, which
limited the rate of interest to 5 per cent. This last provision
empowered the Bank to use its rate of discount, or 'bank rate',
as an instrument of credit restriction in circumstances of pres-
sure when 5 per cent, was an insufficient deterrent.

The Act of 1833 did not prescribe a policy to the Bank of
England. At the hearings of a Parliamentary Committee in
the preceding year the representatives of the Bank had formu-
lated a policy. They explained that they aimed at keeping the
total amount of the Bank's holding of securities constant, so
that every fluctuation in the liabilities (note issue plus deposits)
should be accompanied by an exactly equal fluctuation in
the metallic reserve. As to the standard to be laid down for the
metallic reserve, they held that the constant holding of securities
should be so calculated that when the currency was TulF (that
is to say, in equilibrium) the metallic reserve would be one-third
of the liabilities.

In the ensuing years up to the next parliamentary inquiry,
which was held in 1840, the Bank Directors endeavoured to
apply this policy, but with indifferent success. In the first
place they found themselves from time to time receiving deposits
of an exceptional character which it would be absurd to cover
with equal additions to their bullion. And secondly at a time
of pressure (such as arose in 1837 and again in 1839, though
not with the characteristics of panic that appeared in 1825)
the objective of keeping the total holding of securities constant
was found to be inconsistent with the Bank's all-important
function as the re-discounting institution, which stood ready to
supply the banking community with additional currency in